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2GENERAL ACCOUNTING OFFICE
The need for the IRS to do as good a job as possible of estimating the amount of
additional taxes it can collect if Congress provides it with more examination
staff is critical, according to a GAO report recently released. The report states 
that the House and Senate Appropriations Committees need to have a good 
understanding of the potential return, in terms of tax dollars collected, when 
deciding how many more auditors to give the IRS. Congress also needs reliable 
estimates to determine how much tax can be collected when setting overall spending 
and revenue estimates to comply with the various budget processes. According to 
the GAO, the IRS has been conservative in estimating the amount of revenues it can 
generate by its audits. Congress needs more reliable information from IRS on what 
it expects to derive from its examination program and what it actually achieved, 
the report states. The GAO recommended that the IRS systematically reexamine and 
validate its estimating process to include an analysis of how historical trends 
should be used and an updating of its audit tracking data. Also, the IRS should 
fully disclose in its budget requests that assessed amounts shown as actual are 
really only estimates. Copies of the report, GAO/GGD-88-119, may be obtained by 
writing the GAO at P.O . Box 6015, Gaithersburg, MD 20877, or by calling the GAO at 
202/275-6241.
The overall financial condition of the commercial banking industry has been declining
since the recession in 1981 and 1982. according to a GAO report recently released. 
The GAO assembled information on the current condition and recent trends in 
commercial banking performance. According to the report, the objectives of the 
work were to identify trends in commercial bank performance and the reasons for 
those trends. Key components of bank performance including commercial bank asset 
growth and distribution, bank profitability, solvency, asset composition, asset 
quality and liability composition were reviewed, the GAO said. The report states 
that the worsening condition of the industry can be seen in declines in both 
profitability and asset quality. The principal factor contributing to declines in 
profitability has been the deterioration in asset quality, according to the GAO. 
As a result, banks have been setting aside larger reserves to cover expected 
losses on loans and this has decreased profits, the report states. Copies of the 
report, GAO/GGD-88-106BR, may be obtained by writing the GAO at P.O . Box 6015, 
Gaithersburg, MD 20877, or by calling the GAO at 202/275-6241.
SECURITIES AND EXCHANGE COMMISSION
The appointment of two CPAs to serve as Professional Accounting Fellows in the Office
of the Chief Accountant was announced, as well as that applications for the 1989
fellowship are being accepted. The two who have recently begun their two-year 
term as Professional Accounting Fellows are James W. Barge and Kenneth V. 
Moreland. Formerly, Mr. Barge was an audit senior manager with Ernst & Whinney in 
Atlanta, GA, and has been a member of the AICPA since 1981; Mr. Moreland was an 
audit manager with Coopers & Lybrand in Baltimore, MD, and has been an AICPA 
member since 1985. They will be working directly with SEC Chief Accountant Edmund 
Coulson and will be involved in the study and development of rule proposals under 
the Federal securities laws, liaison with professional accounting standard-setting 
bodies and consultation with registrants on accounting and reporting matters. The 
Professional Accounting Fellows who will be selected in early 1989 will also work 
directly with the Chief Accountant during their two-year term. According to Mr. 
Coulson, candidates for the Fellow position should have at least six years of 
experience in a public accounting firm or in an organization that provides similar 
experience in financial accounting and reporting. In addition, a minimum of one
3year of this experience must have been at a managerial level. Applicants should 
be thoroughly familiar with the technical accounting and auditing literature and 
current issues confronting the profession. Applicants are required to submit 
background information and a brief position paper on an accounting subject of 
interest to them and to the SEC. A description of the program and application 
procedures are available from the Office of the Chief Accountant, SEC, 450 Fifth 
Street, N.W., Washington, D.C. 20549.
Transactions undertaken by a company's principal stockholder for the benefit of the
company must be recorded as a company expense, according to recently released SEC 
Staff Accounting Bulletin (SAB) No. 79 (see the 9/8/88 Fed. Reg ., p. 34715-16). 
The SAB states that when a principal stockholder pays an expense for the company, 
the company should reflect the expense and a corresponding capital contribution in 
its financial statements. For further information contact Kenneth V. Moreland at 
the SEC at 202/272-2130, Howard P. Hodges, Jr. or Robert A. Bayless at 202/272- 
2553.
TREASURY, DEPARTMENT OF
The IRS has completed a review of the administration of the entity classification
rules under section 301.7701-2 and -3 of the Procedures and Administration
Regulations. according to Announcement 88-118 issued by the IRS recently. In 
Announcement 88-118, the IRS concluded that, under section 301.7701-2 and -3 of 
the regulations, the net worth requirements of Revenue Procedure 72-13 should not 
be extended to all entities seeking partnership classification, either as an 
advance ruling policy or substantive rule. Study Project LR-298-82 relating to 
the rules for classifying entities for federal tax purposes will be closed, the 
IRS said. Accompanying this announcement the IRS also issued Revenue Procedure 
88-44 stating that it will resume issuing ruling and determination letters on the 
classification of limited liability companies, effective 9/19/88. In conjunction 
with completing this study project, the IRS issued Revenue Ruling 88-76 which 
holds that an unincorporated organization operating under the Wyoming Limited 
Liability Company Act is classified as a partnership for federal tax purposes 
under section 301.7701-2 of the regulations. Section 301.7701-2(a) (1) of the
regulations sets forth the following basic characteristics of a corporation: 1) 
associates, 2) an objective to carry on business and divide the gains therefrom, 
3) continuity of life, 4) centralization of management, 5) liability for corporate 
debts limited to corporate property, and 6) free transferability of interests, 
according to the Revenue Ruling. Whether a particular organization is to be 
classified as an association must be determined by taking into account the 
presence or absence of each of these corporate characteristics, the IRS said. The 
IRS indicated that other factors may be found in some cases which may be 
significant in classifying an organization as an association, a partnership, or a 
trust. Using the above characteristics to determine the classification of an 
unincorporated organization operating under the Wyoming Limited Liability Act and 
based upon the facts in Revenue Ruling 88-76, the IRS concluded that the 
organization has associates and an objective to carry on business and divide the 
gains therefrom, but lacks a preponderance of the four remaining corporate 
characteristics. The IRS classifies the organization as a partnership for federal 
tax purposes. Announcement 88-118, Rev. Proc. 88-44, and Rev. Rul. 88-76 will 
appear in Internal Revenue Bulletin 1988-38, dated 9/19/88. For further 
information after reading Announcement 88-118, please contact J. Thomas Hines at 
the IRS at 202/566-3352. For further information after reading Revenue Procedure 
88-44 and Revenue Ruling 88-76, please contact Ann Veninga at the IRS at 202/566- 
5983.
4TREASURY. DEPARTMENT OF
Guidance that will provide an elective simplified method of accounting for the costs
required to be capitalized by foreign persons under the uniform capitalization
rules of section 263A of the Internal Revenue Code was issued by the IRS in Notice 
88-104. The guidance, according to the IRS, provides a simplified method (the 
"U.S. ratio method") of accounting for costs other than interest that are required 
to be capitalized under section 263A of the Code. The U.S. ratio method, to the 
to the extent possible, will permit compliance with the rules of section 263A by 
making adjustments to data already compiled for financial accounting purposes, 
according to the notice. The IRS stated that the U.S. ratio method provided in 
the guidance, does not apply to the capitalization of interest expense that is 
required to be capitalized as production expenditures under section 263A(f) of the 
Code. The IRS indicated that a general discussion of the requirement to 
capitalize interest expense is contained in section 1.263A-1T(b)(2)(iv) of the 
regulations. The notice states that additional guidance relating to the 
requirement to capitalize interest expense, including guidance with respect to 
related parties that are subject to the "avoided cost" concept for purposes of 
capitalizing expense, is contained in IRS Notice 88-99 (see Wash. Rpt. dated 
8/22/88). The IRS also stated that the provisions of section 263A (including the 
effective dates thereof) are applicable to all persons engaging in the production 
of property, or the acquisition of property for resale, including, for example, 
certain foreign persons which may be organized and operated exclusively outside 
the United States. The IRS indicated that, except as otherwise provided, such 
taxpayers are required to capitalize costs incurred after 12/31/86, or, in the 
case of inventory property, costs incurred in taxable years beginning after 
12/31/86. Notice 88-104 is scheduled to be published in Internal Revenue Bulletin 
1988-38, dated 9/19/88. For further information after reading the notice, contact 
Paulette C. Galanko at the IRS at 202/566-3288.
Regulations governing the performance of enrolled actuaries under the Employment
Retirement Income Security Act of 1974 (ERISA) were issued by the Joint Board for 
the Enrollment of Actuaries, (see the 9/7/88 Fed. Reg., pp. 34481-88). These 
final rules require that those enrolled to perform actuarial services under ERISA 
(enrolled actuaries) renew their enrollment every three years. To qualify for 
renewal of enrollment, an enrolled actuary must certify, on the form prescribed by 
the Executive Director of the Joint Board for the Enrollment of Actuaries, that he 
or she has satisfied a minimum of 10 hours of continuing education credit 
completed between 9/7/88 and 12/31/89. Of the 10 hours, at least 6 hours must be 
comprised of core subject matter; the remainder may be comprised of non-core 
subject matter. Core subject matter is program content designed to enhance the 
knowledge of an enrolled actuary with respect to matters directly related to the 
performance of pension actuarial services under ERISA or the Internal Revenue 
Code. Non-core subject matter is program content designed to enhance the 
knowledge of an enrolled actuary in matters related to the performance of pension 
actuarial services. Continuing education credit can be obtained only through a 
qualified program conducted by a qualified sponsor. An individual who receives 
initial enrollment between 10/1/88 and 12/31/89 is exempt from the continuing 
education requirement for the enrollment cycle ending 12/31/89, but is required to 
file a timely application for renewal of enrollment effective 4/1/90. All 
enrolled actuaries will be required to renew their enrollment in the year 1990. 
Subsequent renewals of enrollment will be required in the year 1993 and every 
third year thereafter. The effective date of the final rule is 9/7/88. For 
further information after reading the final rules, please contact Leslie S. 
Shapiro at the Treasury Department at 202/535-6787.
5TREASURY, DEPARTMENT OF
Guidance on reporting requirements for partnerships is the subject of temporary and 
proposed regulations issued by the IRS (see the 9/7/88 Fed. Reg., pp. 34488-93 and 
pp. 34545-46). The regulations provide guidance for determining what information 
a partnership must furnish to its partners, what information a nominee must 
furnish to persons on whose behalf it holds interests in the partnership, and what 
information a nominee must furnish to the partnership. The regulations generally 
require the partnership to give each partner a statement showing the partner's 
distributive share of income, gain, loss, deduction or credit required to be 
shown on the partnership return and, to the extent required under the instructions 
for the partnership return, any additional information that is necessary to enable 
the partner to determine the correct income tax treatment of an item related to 
the partnership. The regulations also specify that, for taxable years beginning 
after 10/22/86, partnerships must supply the partnership return information to 
certain nominees who hold a partnership interest for another person. Generally, 
the information that the nominee is required to furnish to the partnership 
includes the name, address, taxpayer identification number of the nominee and such 
other person, and a description of any interest in the partnership that the 
nominee holds, acquires, or transfers on behalf of such other person during the 
partnership taxable year. The regulations also include several reporting 
requirements for partnership taxable years beginning after 12/31/88. Except as 
otherwise provided, temporary regulation section 1.6031(b)-1T is effective for 
partnership taxable years beginning after 9/3/86 and section 1.6031(c)-1T is 
effective for partnership taxable years beginning after 10/22/86. Written 
comments and requests for a public hearing must be delivered or mailed by 11/7/88 
and sent to the Commissioner of Internal Revenue, Attention CC:LR:T (LR-156-86), 
1111 Constitution Ave., N.W. Washington, D.C. 20224. For further information 
after reading the temporary and proposed regulations, contact Stuart G. Wessler at 
the IRS at 202/566-3297.
The interpretation of existing tax regulations to require the use of an independent
factory or production price (IFP) where such a price exists for export-source
purposes has been issued by the Treasury Department recently in Revenue Ruling 88- 
73. The ruling denies a taxpayer's use of the so-called "50/50 method" where an 
IFP exists. If a taxpayer that produces and sells inventory within the U.S. and 
also sells the inventory outside the U.S. makes certain sales which establish an 
IFP for such inventory, then the taxpayer must use the IFP for purposes of 
determining the division between domestic and foreign sources of income from the 
sales outside the U.S., including sales to its foreign subsidiaries. Comments on 
the operative terms of current regulations are invited and should be sent by 
9/19/88, or as soon as possible thereafter, to Leonard B. Terr, International Tax 
Counsel, Room 3064, Department of the Treasury, Washington, D.C. 20220. Revenue 
Ruling 88-73 is scheduled to be published in Internal Revenue Bulletin 1988-38, 
dated 9/19/88.
The treatment of indebtedness as payments on installment obligations is the subject of 
temporary and proposed regulations (see the 9/8/88 Fed. Reg ., pp. 34716-29 and pp. 
34778-79). The regulations affect taxpayers who use the installment method to 
report sales of real or personal property made in the ordinary course of their 
business, or sales of real property used in a trade or business or held for the 
production of rental income, and provide them with guidance needed to comply with 
law, according to the IRS. The temporary regulations discuss applicable 
installment obligations, allocable installment indebtedness, the aggregation of 
employers and the sale of timeshares and residential lots. The regulations are
6effective 9/8/88 and are applicable to taxable years ending after 12/31/86. 
Written comments and requests for a public hearing must be delivered or mailed by 
11/7/88 and sent to Commissioner of Internal Revenue, Attention: CC:LR:T (LR-82- 
88), Washington, D.C. 20224. For further information after reading the 
regulations, contact William L. Blagg at the IRS at 202/566-3238.
Proposed, temporary, and final rules on holding company earnings and profits under
section 1502 of the Internal Revenue Code were issued by the IRS (see the 9/8/88 
Fed. Reg., pp. 34729-34 and pp. 34779-80). The IRS amends final regulations and 
adds new temporary regulations concerning consolidated returns. The IRS said that 
the temporary and final regulations supplement the existing regulations by 
providing rules for determining the basis and the earnings and profits of members 
of an affiliated group filing consolidated returns following certain changes in 
the structure of the group, where the group remains in existence. According to 
the IRS, the temporary and final regulations also supplement the rules that make 
the common parent the agent of the group by providing for alternative agents of 
the group if a corporation ceases to be the common parent, whether or not the 
group remains in existence. The text of the temporary and final regulations 
serves as the text of the proposed regulations under section 1502 of the Internal 
Revenue Code. The final regulations under section 1502 are generally proposed to 
be applied to changes in the structure of the group after 9/7/88. Written 
comments and requests for pubic hearing must be delivered or mailed by 11/7/88 to: 
Commissioner of Internal Revenue, Attention: CC:LR:T (LR-66-88), Washington, D.C. 
20224. For further information after reading the notice, please contact Judith C. 
Winkler at the IRS at 202/566-3458.
Some businesses are failing to properly report cash transactions of over $10.000.
according to an IRS information release (IR-88-132). Since 1985, the law requires 
any person engaged in a trade or business, who receives more than $10,000 in cash 
for one business transaction, or two or more related transactions, to report these 
cash payments to the IRS by filing IRS Form 8300, the release states. Some 
business people apparently misunderstand the aggregation rule, the IRS said. 
Under the rule, related cash transactions must be added over a one-year period, 
according to the release. Failure to comply with the reporting requirement could 
subject an individual to civil or criminal sanctions, or both. For more 
information or a copy of the release, contact the IRS Public Affairs Division at 
202/566-4054.
For further information contact Shirley Twillman at 202/737-6600.
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